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REAL ESTATE ACTIVITY 

Still high from the long-term view- 
point, it is lower than it has been since 
1949. 


ae REAL ESTATE MORTGAGE ACTIVITY 
Erie aan one This index is lower than it has been 
ve" gince October 1949. 


RESIDENTIAL CONSTRUCTION AC- 
TIVITY Lowest since April 1950. 


RESIDENTIAL CONSTRUCTION COSTS 
The cost of the standard six-room 
frame dwelling is now $16, 026, a new 
all-time high. 
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As indicated on page 493, the cost of living has 
INFLATION STILL now reached a new all-time high or, putting it 
THE GREAT THREAT another way, the purchasing power of our dollar 
has now reached a new all-time low. 


Twice in our nistory we have financed wars by printing greenbacks. The first 
effort of this sort was the Continental Currency of the Revolutionary War. As the 
amount of this currency increased, its value dropped, until George Washington 
at one time complained that it took a wagonload of money to buy a wagonload of 
groceries. The phrase “not worth a Continental” became current at this time 
and is still used to express a total absence of value. In 1862 we attempted again 
to finance a war by the issuance of greenbacks. When the war broke out the 
United States Treasury was in bad shape. Money was needed immediately and 
a large issue of greenbacks was printed. Issue followed issue and the value of 
the greenbacks went down and prices went up. In July 1864 a greenback was worth 
39¢ in gold. 


All people fear inflation. This was true in the period of the sixties and the 
seventies. Greenbacks once issued cannot be paid off without bringing about a 
fall in prices and a drop in general business volume. Inflationary forces in Con- 
gress at that time were so strong that as late as April 1874 an inflation bill was 
passed authorizing an additional issue of greenbacks up to $400, 000,000. This 
was vetoed by President Grant but a second bill in June of the same year fixed the 
maximum at $382, 000,000. In January 1875 a bill was passed providing among 
other things for the retiring of greenbacks to the extent of 80% of the new national 


bank notes issued and calling for a resumption of specie payments on January 1, 
1879. 


One writer commented: “If it had been seriously thought at the time that re- 
demption would take place, the chances are that the measure would not have passed 
both Houses.” In 1877 a bill passed the lower house repealing the Resumption Act 
and it was only through disagreement in the Senate over a matter of detail that it 
was defeated there by a margin of one vote. Secretary of the Treasury John 
Sherman, however, had been accumulating gold and this accumulation had been 
helped tremendously by an enormous wheat crop sold at high prices in Europe. 
The amount of gold this brought in enabled the country to go back on the old gold 
basis with the greenbacks at par on January 1, 1879. 


World Wars I and II and the Korean difficulties are being financed by a credit 
inflation rather than a greenback inflation. The results are the same, deteriora- 
tion in the dollar and rising prices for commodities and services. The extent to 
which the value of our money has deteriorated under the constant deficit financing 
since 1933 is shown rather strikingly by the fact that the purchasing power of a 
silver dollar today is only 63% as high as the purchasing power of a greenback in 
1865. There has never been a time in the history of the United States when the 


(cont. on page 499) 




















CHANGES IN DOWN PAYMENT REQUIREMENTS 


ON REGULATION X 


HE charts at the bottom of this page and the bottom of the following page 
3 show the down payment requirements on Regulation X loans on one- to 

four-family buildings set forth in Regulation X of October 12, 1950, in 
contrast with the new down payment requirements in the revision of Regulation 
X ordered by Congress. The chart at the bottom of this page shows FHA and 
bank loans and the chart at the bottom of the following page shows Veterans 
Administration loans. 


It will be noticed on both charts that when the transaction price per family 
unit exceeds $15, 000 there is relatively little difference between the old require- 
ments and the new, although even here the new requirements are slightly below 
the old. Below $15,000, however, the lowering of the down payment require- 
ments in the new provisions in comparison with the original Regulation X is 
quite pronounced. 


We are of the opinion that the weakening of Regulation X in this manner is ill- 
advised. Real estate credit has increased at a tremendous rate and is one of 
the factors affecting our general inflationary spiral. In our opinion, Regulation 
X as originally promulgated represented in most cases a return to a sounder 
lending practice than had been current in the period immediately before. Very 
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high percentage loans, amortized over a very long period, are amortized so 
slowly that a drop in construction costs may result in a person’s owing more 
on his mortgage than the value of the property. A condition of this sort always 
results in high foreclosures. This condition probably will not develop to any 
great extent so long as we continue to inflate, but sooner or later we are going 
to arrive at the position where we must choose between a very high degree of in- 
flation or a return to a sound economy. If we attempt to return to a sound econ- 
omy at thattime, many of these loans will get into difficulty. This will be 
true particularly of some of the multifamily loans insured by the FHA under 
provision 608. In our opinion, the greater part of these loans were unsound 
when they were made, but the additional inflation resulting from the Korean War 
will bail out many of them. 


In the Same way many FHA and GI loans are certainly not sound. The fact 
that relatively few are in trouble is a tribute to the general inflation. They have 
not yet been tested in a level or declining price level. How soon this test will 
come will depend almost entirely on how much longer we continue to inflate. 
In the meantime these loans are being kept sound by transferring purchasing 
power from the lender to the borrower, for that substantially is what inflation 
does to the mortgagee and the mortgagor. 


DOWN PAYMENT REQUIREMENTS ON REGULATION X LOANS 


|-4 FAMILY BUILDINGS 
(OLD REQUIREMENTS COMPARED WITH THE NEW) 
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(cont. from page 495) 
purchasing power of the dollar was so low as it is now. 


We are also experiencing the same inflationary psychology which followed 
the Civil War. The inflationary group seems to be in control in the business 
field, in Congress and in the executive department of the government. Politi- 
cally, it is easier to continue to inflate than it is to risk any recession in busi- 
ness. After the Civil War the soundness of our money was saved by a Presiden- 
tial veto and by one vote in the Senate. It is doubtful whether we can hope that 
either Congress or the executive department of the government will have the 
courage to really stop inflation in the period immediately ahead. 


The table on page 494 shows the number of new 
RESIDENTIAL dwelling units built in the United States in the 
CONSTRUCTION first eight months of 1950 compared with the 
first eight months of 1951. It will be noticed 
that the total number of dwelling units in all urban areas has declined from 611, 289 
to 426,315. In spite of this decline in the total number of units, it will be noticed 
that the number of Federal units, largely public housing projects, has increased 
from 16, 655 in the first eight months of 1950 to 46, 592 in the first eight months 
of 1951. All types of private units have shown a decline - single-family, two- 
family and multifamily - the biggest decline, however, being in the multifamily 
units which have dropped to less than half the number started a year ago. 


There are many reasons for these drops in the volume of new building. Regu- 
lation X, increasing the down payment required on new construction, has certainly 
had some effect. The rise in mortgage interest rates has also been partially 
responsible. The shortage of some critical materials has been an important 
cause in some areas, and the increase in vacancies in many multifamily units 
built during the recent past where high rents were required has also discouraged 
new projects which could not be heavily insured. Another cause, of course, of 
the shrinkage in construction volume has been the continual increase in construc- 
tion costs. At the present time the cost of building our standard six-room frame 
house in St. Louis is higher than it has been at any time in history and the same 
thing applies, of course, to other types of construction. Rents have not increased 
by a large enough percentage, particularly in the rent-controlled areas, to justify 
the tremendous expenditures required in building properties for rent. 





The table on the page opposite shows construction costs in 67 cities compared 
with construction costs in St. Louis, where the breakdown of the cost figures is 
given in great detail. It will be noticed that construction costs are considerably 
lower in a large portion of the South and somewhat lower on the West Coast and 
through the Mountain States than they are in the St. Louis territory. Costs in the 
areas like Ohio and Pennsylvania are slightly spotty but probably average fairly 
close to the St. Louis figures. The same is true of Connecticut and portions of 
New England, while other portions show costs slightly below the St. Louis costs. 
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INCREASES IN BUILDING COSTS SINCE 1939 


(SAINT LOUIS) 














COMMERCIAL BUILDING - NO BASEMENT 
Content: 115, 850 cubic feet 
8, 075 square feet 
Cost today: $50, 580 
(43. 7¢ per cubic foot; $6.26 per square foot) 


18-FAMILY BRICK APARTMENT 
(FRAME INTERIOR)* 
Content: 168, 385 cubic feet 
13, 260 square feet 
Cost 1939: $ 60, 300 
(35. 8¢ per cubic foot; $ 4.55 per sq. ft.) 
Cost today: $161, 109 
(95. 7¢ per cubic foot; $12.15 per sq. ft.) 
INCREASE OVER 1939 = 167. 2% 


30-UNIT REINFORCED 
CONCRETE APARTMENT* 
Content: 303, 534 cubic feet 

21, 372 square feet 

Cost 1939: $135, 000 

(44. 5 per cubic foot; $ 6.33 per sq. ft.) 
Cost today: $339, 351 

. ($1.12 per cubic foot; $15.88 per sq. ft.) 
"re INCREASE OVER 1939 = 151.4% 


oi 


*Costs include full basement. 
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SUPPLEMENTAL COST DATA FOR THE WENZLICK STANDARD BUILDING 
Bringing Cost Tables Up to Date as of October 1951 


Total 


gf 
: 


3 


Overhead TOTAL 


$2,972 $ 14,658 
2, 996 14, 839 
3, 027 15, 095 
3, 072 15, 263 
3, 072 15, 263 
3, 066 15, 247 
3,113 15, 617 
3, 138 15, 770 
3, 137 15, 767 
3, 147 15, 728 
3, 141 15, 682 
3, 143 15, 655 
3, 149 15, 679 
3, 147 15, 672 
3, 220 16, 026 


Six-room 1950 $ 7,190 
frame house 1950 1, 347 
(See table 1950 7, 572 
pgs. 346-347) 1950 7,519 
1950 7,519 
1951 7, 505 
1951 7, 828 
1951 7, 956 
1951 7,950 
1951 7, 901 
1951 7, 861 
1951 7,815 
1951 7,821 
1951 7,816 
1951 7, 816 
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Five-room 1950 6, 280 2, 659 13, 554 
brick house 1950 6, 440 2, 682 13, 737 
(See table 1950 6, 617 2, 707 13, 939 
pgs. 350-351) 1950 6, 557 2, 739 14, 083 
1950 6, 593 2,743 14, 123 
1951 6, 554 2,729 14, 063 
1951 6, 642 2, 743 14, 165 
1951 6, 744 2,771 14, 292 
1951 6, 723 2, 757 14, 236 
1951 6, 657 2,741 14, 154 
1951 6, 653 2, 746 14, 155 
1951 6, 653 2, 751 14, 169 
1951 6, 664 2, 763 14, 207 
1951 6, 660 2, 761 
1951 6, 660 2, 840 


@ooe @ore oe nucor 


Six-room 1950 7, 205 2, 840 
brick house* 1951 7,140 3,110 
(See table 1951 1, 327 3, 170 
pgs. 410-411 1951 7, 327 3,179 

1951 7, 455 3, 325 


60. 
61. 
62. 
62. 
62. 
62. 
64. 
64. 
64. 
64. 
64. 
64 

64. 
64. 
66. 
54. 
55. 
56. 
56. 
56. 
56. 
56. 
57. 
57. 
56. 
56. 
56. 
57. 
57. 
58. 
67. 
69. 
70. 
71. 
73. 
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California 1950 4,011 1, 660 
bungalow 1950 3, 959 1, 680 
(See table 1950 3, 965 1, 680 
pgs. 416-417) 1951 3, 990 1, 687 
1951 4, 059 1, 698 
1951 4,137 1, 714 
1951 4, 146 1, 724 
1951 4,110 1, 720 
1951 4, 095 1,719 
1951 4,092 2, 585 1, 723 
1951 4, 060 2, 599 1, 725 
1951 4, 059 2, 599 1, 723 
1951 4, 059 2, 757 1,777 


18-fam. apt. * 1951 78,063 51,977 22, 969 
(See table 1951 80,097 52, 594 23, 373 
pgs. 532-533) 1951 80, 097 52, 675 23, 389 

1951 80, 686 56, 223 24, 200 
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30-fam. apt.* 1951 172,019 104, 769 47, 763 
(See table 1951 176,342 106, 195 48, 800 
pgs. 536-537) 1951 173,359 106, 490 48, 457 

1951 176,091 113,074 50, 186 
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Commercial 1951 18,953 16, 227 13, 509 
building* 1951 19, 217 16, 252 13, 588 
(See table 1951 19,187 16, 223 13, 530 
pgs. 544-545) 1951 19,275 17, 296 14, 009 


S558 
an @o 
eesoo 
8888 


*Computed on a quarterly basis. 


This replaces the final page of your Construction Cost Manual. 








